
Title 74 RCW: 

2nd codes pertainin,b to health and safety (19SO C 18-4 $ 14; 
7 e's. c 21 1 $ 27.1 

74.42.580 Penaltiesforviolation of standards. The 
department may deny. suspend. revoke. or refuse to renew 
a license or provisional license, assess monetary penalties of 
a civil nature,deny payment. seek receivership, order stop 
placement. appoint temporary management, order emergency 
closure, or order emergency transfer as provided in RCW 
18.51.054 and 18.51.060 for violations of requirements of 
this chapter or, i n  the case of medicaid contractors, the 
requirements of Title XIX of the social security act, as 
amended, or rules adopted thereunder. Chapter 34.05 RCW 
shall apply to any such actions, except for receivership, and 
except that stop placement, appointment of temporary 
management, emergency closure, emergency transfer, and 
summary license suspension shall be effective pending any 
hearing. and except that denial of payment shall be effective 
pending any hearing when the department determines 
deficiencies jeopardize the health and safety of the residents 
or seriously limit the nursing home's capacity to provide 
adequate care. [1989 c 372 $ 13; 1987 c476 9 27; 1980 C 

183 Q 15; 1979 ex.s. c 211 3 58.1 

74.42.600Departmentinspections-Notice of 
noncompliance-Penalties. ( I )  In addition totheinspection 
required by chapter 18.5 1 RCW, the department shall inspect 
the facility for compliance with resident rights and direct 
c--Y standards of this chapter. The department may inspect 

i!y41dall other provisions randomly, by exception profiles, 
.uring complaint investigations. 
(2) If the facility has not complied with all the require­

ments of this chapter, the department shall notify the facility 
in  writing that the facility is in noncompliance and describe 
the reasons for the facility's noncompliance and the depart­
ment may impose penalties i n  accordance with RCW 
18.51.060. [1987 c 476 9 28; 1982c 120 8 3; 1980 c 184 
0 17; 1979 ex& c 21 1 9 60.1 

74.42.620 Departmental rules. The department shall 
adopt rules pursuant to chapter 34.05 RCW necessary to 
carry out the policies and provisions of RCW 74.42.010 
through74.42.570. The department shall amend or repeal 
any rules that are in conflict with RCW 74.42.010 through 
74.42.570. [ 1979 ex.s. c 2 I 1 3 62.1 

74.42.630 Conflict with federalrequirements.If 
any part of *this act shallbe found tobe in  conflict with 
federal requirements which are a prescribed condition to the 
allocation of federal funds to the state, such conflicting part 
of this act is hereby declared to be inoperative solely to the 
extent of such conflict, and such finding ordetermination 
shall not a f f e c t  the operation of the remainder of this act; the 
rules and regulations under this  act shall meet federa] 
--quirements which are a necessary condition to the receipt 

tderal funds by the state. [ I980 c 183 Q 2 1.] 
revisers note: the sections of this x(-consist of the amendments 

CW 18.51.290. 18.51.310. 73.42.020. 74 12 150. 74.42.200. 74.42.2?0. 
'14.42 310. 74 42 3-10. 7 4  4 2  430. 14 4 2  190.1 4  42.570. 74.42.580. 
14 42.590. and 14 42.600 and the enactment o f  RCW 74.42.225 and 
14 42.630 

- ,  
[Title 74 RCW-page 116) 

Publ: 

74.42.900Severability-1979 e x s .  C 211. If any 
provision of this act or its application to any person or 
circumstance is held invalid, the remainder of the act or the 
application of the provision to other persons or circumstanc­
es is not affected. [ 1979ex.s.c 21 1 5 69.1 

74.42.910Construction-Conflictwithfederal 
requi rements .  I f  any part of this act is found to be in 
conflict with federal requirements which are a prescribed 
condition to the allocation of federal funds to the state, the 
conflicting part of this act is hereby declared to be inopera­
tive solely to the extent of the conflict and with respect to 
the agencies directly affected, and such finding or determina­
tion shall not affect the operation of the remainder of this act 
in its application to the agencies concerned. The rules under 
this act shall meet federal requirements which are a neces­
s a r y  condition to the receipt of federal funds by the state. 
(1979 ex.s. c 21 1 Q 70.1 

74 .42 .920Chapter74 .42  RCW suspended-
Effective date delayed until January 1, 1981. Chapter 
74.42 RCW shall be suspended immediately, and i t s  effec­
tive date delayed so that it shall take effect on January 1, 
1981. [1980 c 184 5 19; 1979ex.s.'c211 9 72.1 

Effective date-1980 c 183 4 19: "Section 19 of this 1980 act is 
necessary for the immediate preservation of h e  public peace. health. and 
safety. thesupport of the state government and its existing public institu­
tions, and shall take effect immediately [April 4, 19801." 11980 C 184 9 
22.1 ! ...:, 
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(1994 ed 

74  -16.790 denial  suspension or rcbocslton of license or provisional 
license-penalties 

14 46.800 Rule-making aullisnr)-Rc\le.s of standards 
7.1 46 a20 Public disclosue 
74.46.810 Conflict with federal requirements 
14.-16.900 Severab1l1ry-l980 c li7. 
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7346.902 Section captions- l9SO c 171. 
14.46.905 Severabil1ty-l9S3 1st c x  s c 61  

74.46.010 Shor t  title. Thischapter may be known 
and cited as the "Nursing Homes Auditing and Cost Reim­
bursement Act of 1980." [I980 c 177 I 1.1 

see t ' r 5 ' k F j  \sog,5,40 
46.020 Definitions. Unlessthe context clearly 

facilities involved in  actions shall not be considered 
as arm's-length tran 

of this chapter. 

nts considered to be 



74.46.020 Title 71 RCiV: 

=sets less the recorded value of all liabilities, 
andmeasured i n  conformity with generally 

including but not limited to,balancesheet, 
operations statement of changes i n  financial 

through the exercise or conversion 

agreement shall not 

e power to vote or to direct the 
direct the disposition of such 

of this subsection; and 

grant to the pledgee: 

the disposition of the 

ture as an asset. 

decisions. 

care services. 

ancillary care of medical care recipients. 
asset less accumulated depreciation. 



nursing Home a n d  

means an individual 

social work; 
I 

I 

an 

U.) 

s of this chapter or 

merits to the social security P.L.89-07, as amended. 
plan capital improvement”(42) “Physical means a 

capitalized improvement 

Savings-1985 c 361: “This act 
acquired or any obligation liability incurredany existing right under the 

statutes amended or repealed by this 

PART A 
REPORTING 

71.46.030 Principles of reporting requirements. The 
principle inherent within RCW 74.46.040 through 73.36.090 
is that the department shall receive complete, annual repon­
ing of costs and financial condition of the contractor pre­
pared and presented in  a standardized manner. [1980 c 177 
§ 3.1 

74.46.0.10 Due dates for cost reports. (1) Not later 
than March 31 of each year, each contractor shall submit to 
the department an annual cost report for the period from 
January 1st through December 31st of the preceding year. 

(2) Not later than one hundred twenty days following 
the termination of a contract, the contractor shall submit to 
the department a cost report for the period from January 1st 
through the date the contract terminated. 

(3)  Two extensions of not more thanthirty days each 
may be granted by the department upon  receipt of a written 
request setting forth the circumstances which prohibit the 



71.16.040 Title 74 RCW: 

contractor from compliancewitha repon due date; except, 
the secretary shall establish the ?rounds for extension in 

, and regulation.Suchrequest must be received by the 
department at least ten days prior to the due date. (1985 c 
361 9 4: 1983 1st ex.s. c 67 5 1; 1980c 177 9 4.1 

savings- c 361: See now following RCW 74 46.020. 

74.16.050 Improperly completed or late cost report  
If the cost report is not properly completed or i f  it is not 
received by the due date, all or part of any payments due 
under the contract may be withheld by the department until 
such time as the required cost report is properly completed 
and received. (I985 c 361 5 5 ;  1980 c177 Q 5.1 

s a v i n g s - c 361: See note following RCW 74.46.020. 

74.46.060 Completingcostreportsandmaintaining 
records. (1) Cost reports shall be prepared i n  astandard 
manner and form, as determined by the department. which, 
shallprovide for an itemized list of allowable costs and a 
preliminary settlementreport. Costsreportedshall be 
determined in  accordance with generally accepted accounting 
principles. the provisions of this chapter, and such additional 
rules and regulations as are established by the secretary. 

(2) The records shall be maintained on the accrual 
method of accounting and agree with or be reconcilable to 
the cost report. (1955 c 361 Q 6; 1983 1st ~ x . s .c 67 Q 2; 

c 1980 177 0 6.1 -
Savings-1985 c 361: See note following RCW 74.46.020. 

74.16.080 Requirements for retention of records by 
.icontractor. (1) All records supporting the required cost 

repor t s ,  as  wel l  as  trust  funds  e s t ab l i shed  by  RCW 
74.46.700, shall be retained by the contractor for a period of 
four years following the filing of such reports at a location 
in the state of Washington specified by the contractor. All 
records supporting the cost reports and financial statements 
filed with the department before May 20, 1985, shall be 
retained by the contractor for four years following their 
filing. 

The department may direct supporting records to be 
retained for a longer period i f  there remain unresolved 
questions on the cost reports. All such records shall be 
made available upon demand to authorized representatives of 
the department. the office of the state auditor, and the United 
States department of health and human services. 

(2) When a contract is terminated, all payments due will 
be withheld until accessibility and preservation of the records 
within the state of Washington are assured. [I985 c 361 Q 
7; 1983 1st ex.s.c 67 0 3; 1980 c 177 p 8.1 

Savings-1985 c 361: Sec note following RCW 74.46.020. 

74.46.090 Retention of cost reports by the depart­
ment. The department will retain the requiredcostreports 
for a period of one year after final settlement, or the period 

i r e d  under chapter 40.14 RCW, whichever is longer. 
5 c 361 0 8; 1980 c 177 0 9.1 
Savings--1985 c 361: Sec note following RCW 74,46020. 

71.16.100 Principles of auditrequirements.The 
principles inherent w i t h i n  RCb’ 74.16.105 and 74.46.130 
are : 

( 1 )  TO ascertain, through department audit. thatthe costs 
for each year are accurately reponed. thereby providing a 
valid basis for future rate determinxion; 

( 2 )  TOascertain, through department audits of the cost 
reports, that cost reports properly reflect the financial records 
of the contractor, particularly as they pertain to related 
organizations and beneficial ownership. thereby providing a 
valid basis for the determination of return as specified by 
this chapter; 

(3) To ascertain, through department audit that compli­
ance with the accounting and auditing provisions of this 
chapter and the rules and regulations of the department as 
they pertain to these accounting and auditing provisions is 
proper and consistent; and 

(4) To ascertain, through department audits, that the 
responsibility of the contractor has been met in  the mainte­
nance of patient r u s t  funds. [I985 c 361 Q 9; 1983 1st ex.% 
c 67 Q 4; 1980 c 177 8 IO.] 

Savings-1985 c 361: Sec note following RCW 74.16.0?0. 

audits of the cost reports and patient 

for calendar year 1983. up to 

title 74 RCW-page 1201 TN=APPROVAL DATE7/10/96 EFFECTIVE DATE= SUPERSEDES T S W  



twelve  

individuals shall have sufficientknowledge of the issue or 
function to provide accurate information, [ 1985 c 361 5 1 I :  
1983 1st e x s .  c 67 4 7; 1980 c 177 g 13.1 

s a v i n g s  c 361: See note following RCW 74 46 029 

PART C 
settlement 

74.46.150 Settlementprocess. ( I )  For eachcost 
center, payments to contractors shall not exceed the lower of 
prospective reimbursement rates or audited allowable costs. 
except as otherwise provided i n  this chapter. 

(2) The settlement process shall consist of: 
(a) The evaluation of the proposed preliminary settle­

ment by cost center contained within the COS[ report and 
preparation of the preliminary settlement report; 

(b) The evaluation of the audit results, if an audit is 
conducted, including disallowed costs and preparation of the 
final settlement report; and 

( c )  T h e  p r o c e s s  o f  s c h e d u l i n g  p a y m e n t  of 
underpayments or overpayments determined by preliminary 
or final settlement. [1983 1st exs.  C 67 9 8; 1980 c 177 9 
15.1 see F l 5 H R ,  5-43 

and final settlement reports. 
days after receipt of the 

the department shall verify 
shall issue a preliminary 
the contractor which fully 

Savings-1985 c 361: See note following kCW 74.46.020.H A 1q - , k q T  underpayments, or adjustments to the contractor's cost 
Where the contractor i$ pursuing judicial or adimins­

audits-Review by state 
auditor shall annually 

to ensure that de­

74.46.130 Preparation for audit by thecontractor. 
( I )  For the requirements of RCW 74.46.105, the contractor 
shall be notified by the department at least ten working days 
in  advance of the engagement. Upon such notification,the 
contractor shall: 

(a) Provide access to the facility, all records, and all 
'working papers which are in  support of the cost report and 
patient trust funds; and 

(b) Prepare reconciliation of the cost report with ( i )  
applicable federal income and federal and state payroll tax 

report 

trative review or appeal i n  hood faith regarding audit 

findings or determinations. 

partial final settlement to 

audit adjustments not in 

exs .  c 67 9 9;1980c 177 16.1 


Savings-1985 c 361: 

hasaudit been calendar month:returns and (ii) the records for the period covered by the cost of a preliminaryreport. 
(2) To facilitate department audit. the owner or adminis- necessary to maketrator of a facility shall designate and  make available an audit prrfomclindividual or individuals to respond to questions and requests 

for infomation from auditors. The designated individual or 

. ., , .. . . , . . -...._....\., . ,. 



74.16.150 Title 71 RCiv 

refund such payments to the state within 
date the preliminary or final settlement 

[Title 74 RCW-page 1223 

supplement 2 IO attachment d . / + ~ ,parr 1, page 7 
issues, theConWactor ne& not refund nor shall thedepart­
ment withhold from the facility current payment amounts the 
department claims to be d& from the facility but which are 
specificallydisputed by the contractor If  the judicial o r  

is not granted
after all appeals are 
facility shall make 
interest accrued 

PART D 
ALLOWABLE COSTSs a  EXWD wax, -46 

of allowable costs. (1) The 
11 prevail over its form. 
which are ordinary, necessary. 

recipients and not expressly 

services facilities, and supplies 
related organizations are 
related organization, provided 
f comparable services,  
purchased elsewhere. 
the payment for property 

ownership structure and 
exs .  c 67 B 12; 1980 c 

177 0 19.) 

74.16.200 Offset of miscellaneous revenues. (1)  
Allowable costs shall be reduced by the contractor whenever 
the item, service, or activity covered by such costs generates . 

revenue  or f inanc ia l  benef i t s  o ther  than  through the  
contractor’s normal billing for care services; except that, 
unrestricted grants, gifts, and endowments, and interest 
therefrom, will not be deducted from the allowable costs of 
a nonprofit facility. 

(2) Where goods or services are sold, the amount of the 
reduction shall be the actual cost relating to the i tem, 
service, or activity. In the absence of adequate documenta­
tion of cost ,  i t  shal l  be the f u l l  amount of the revenue 
received.Wherefinancialbenefitssuchaspurchasedis­
counts or rebates are received, the amount of the reduction 
shall be the amount of the discount or rebate, [I980 C 177 
5 20.1 

74.46.210 Costs of meetingstandards.Alldocu­
mented costs that are ordinary, necess-, and related to the 
care of medical care recipients and are not expressly unal­
lowable will be allowablecosts. These expenses include: 

( 1 )  Meeting licensing and certification standards; 
(2 )  meeting s tandards of providing regular room, 

nursing ancillary, and dietary services, as established by 
department rule and regulation pursuant to chapter 21 I .  Laws 
of 1979 ex. sess.; and 



(3)  Fulfilling accounting and reporting requirements 
imposed by this chapter.[I991 s p . ~ .C 8 5 14;1980 c177 
$ 21.1 

Effective d a t e 1 9 9 1  sps.  c 8: See note following R C W  18.51.0~0. 

74.46.220 Paymen t s  to relatedorganizations-
Limits-Documentation. (1) Costs applicable to services, 
facilities, and supplies furnished by a related organization to 
the contractor shall be allowable only to the extent they do 
not exceed the lower of the cost to the related organization 
or the price of cornparable services, facilities, or supplies 
purchased elsewhere. 

( 2 )  Documentation of costs to the related organization 
shall be made available to the auditor at the time and place 
the records relating to the entity are audited. Payments to or 
for the benefit of the related organization will be disallowed 
u here the cost to the related organization cannot be docu­
mented. [I980 c 177 0 22.1 

74.46.230 Initial cost of operation. (1)  The neces­
s a r y  and ordinary one-time expenses directly incident to the 
preparation of a newly constructed or purchased building by 
a contractor for operation as a licensed facility shall be 
allowable costs. Theso expenses shall be limited to start-up 
and organizational costs incurred prior to the admission of 
the first patient. 

(2) Start-up costs shall include, but not belimited to, 
~ administrativeandnursingsalaries,utilitycosts,taxes, 

supplement 2 to attachment 4.19-D.Parr I .  page 

(a) compensation is ordinary i f  it is the amount usually 
paid for comparable services i n  a comparable facility to an 
unrelated employee and does not exceed limitsset out i n  
this chapter. 

(b)  A senice i s  necessary if i t  is related to patient care 
and would have had to be performed by another person i f  
the owner or relative hadnot done it. 

( 2 )  The contractor, i n  maintaining customary time 
records adequate for audit, shall include such records for 
owners and relatives who receive compensation. [ 1980 c 
177 9 25.1 

74.46.270 Disclosure and approval of cost alloca­
tion. (1) The contractor shall disclose to the department: 

(a) The nature and purpose of all costs which represent 
allocations of joint facility costs; and 

(b) The methodology of the allocation utilized. 
(2) Such disclosure shall demonstrate that: 
(a) the senices involved are necessary and nonduplica­

tive; and 
(b) Costs are allocated i n  accordance with benefits 

received from the resources represented by those costs. 
(3) Such disclosure shall be made not later than Septem­

ber 30, 1980, for the following year and not later than 
September 3Orh for each year thereafter: except that a new 
contractor shall submit the first year's disclosure together 
with the submissions required by RCW 74.46.670. Where 
a contractor will make neither a change in  the joint costs to 
be incurred nor in the allocation methodology, the contractor 
may certify that no change will be made i n  lieu of the 
disclosure required i n  subsection (1) of this section. 

(4) The department shall approve such me tho logy  not 
later than December 31, 1980, and not later than December 
31st for each year thereafter. 

( 5 )  An approved methodology may be revised or 
amended subject to approval as provided in rules and 
regulations adopted by the department. [ 1983 1st exs.  C 67 
9 13; 1980 c 177 5 27.1 

74.46.250 management  fees, agreemen t s .  ( 1 )  
Management fees will be allowed only if: 

(a) A written management agreement both creates a 
principal/agent relationship between the contractor and the 
manager, and sets forth the items, services, and activities to 
be provided by the manager; and 

(b) Documentation demonstrates that the services 
contracted for were actually delivered. 

( 2 )  To be allowable,  fees m u s t  be for necessary,  
nonduplicative services. 

(3) A management fee paid to or for the benefit of a 
related organization will be allowable to the extent i t  does 
not exceed the lower of the actual cost to the related 
organization of providing necessary services related to pa­
tient care under the agreement or the cost of comparable 
services purchased elsewhere.Wherecosts to the related 
organization represent joint facility costs, the measurement 
of such Costs shall comply with RCW 74.46.270. 

(4)A copy of the agreementmust be received by the 
department at least sixty days before i t  is to become effec­
tive. A copy of m y  amendment to a management agreement 
must also be received by the department at least thirty days 

.. 
! 

insurance. repairs and maintenance, and training; except, that 
they shall exclude expenditures for capital assets. These 
costs will be allowable in the administrative cost center i f  
they are rimortized over a period ofnot less than sixty 
months beginning with the month in which the first patient 
is admitted for care. 

(3) Organizationalcosts are thosenecessary, ordinary, 
and directly incident to the creation of a corporation or other 
form of business of the contractor including, but not limited 
to. legal fees incurred in establishing the corporation or other 
organization and fees paid to states for incorporation; except, 
that they do not include costs relating to the issuance and 
sale of shares of capital stock or other securities. Such 
organizational costs will be allowable i n  the administrative 
cost center if they are amortized over a period of not less 
than sixty months beginning with the month i n  which the 
first patient is admitted for care. [ 1993 sps .  c 13 9 3; 1980 
c 177 9 23.1 

Effective d a t e 1 9 9 3  sps.  c 13: See note following RCW 74.36.0?0. 

74.46.240 Educationandtraining. ( 1 )  Necessary 
and  ordinary expenses of on-the-job training and in-service 
training required for employee orientation and certification 
training directly related to the performance of duties assigned 
will be allowable costs. 

(2) Necessary and ordinary expenses of recreational and 
social activity training conducted by the contractor for 
volunteers will be allowable costs. [I980 c 177 3 24.1 

71.46.250 O w n e ro r  relative-Compensation. ( 1 )  
Total compensation of an owner or relative of an owner shall 
be limited to ordinary Compensation for necessaryservices 
actually performed. 

I 



74.46.230 Title 71 RCLY: 

i n  advance of the date i t  is to become effective. [ 1993 Sp.S.  
7 4 4; 1980 c 177 9 28.1 

effective date-1993 sps.  c 13: Sec note following R C W  74.46.EO 

71.46.290 Expense for constructioninterest. ( 1 )  
Interest expense and loan origination fees relating to con­
struction of a facility incurred during the period of construc­
tion shall be capitalized and amortized over the life of the 
facility pursuant to RCW 74.46.360. The period of construc­
tion shall extend from the date of the construction loan to 
the date the facility is put into service for patient care. 

( 2 )  For the purposes of this chapter. the period provided 
for i n  subsection (1) of this section shall not exceed the 
project certificate of need time period pursuant to RCW 
70.38.125. [I980c 177 Q 29.1 

74.46.300 Operatingleases of officeequipment. 
Rental or lease costs under arm's-length operating leases of 
office equipment shall be allowable to the extent the cost is 
necessary and ordinary. [ I980 C 177 Q 30.1 

Effective dales-I980 c 177: see RCW 71.16.901. 

74.46.310 Capitalization.The followingcosts shall 
be capitalized: 

(1) Expenses for facilities or equipment with historical 
cost i n  excess of seven hundred fifty dollars per unit and a 
useful life of more than one year from the date of purchase; 
and 

( 2 )  Expenses for equipment with historical cost of seven 
dred fifty dollars or less per unit if either: 
(a) The item was acquired in  a group purchase where 

me total cost exceeded seven hundred fifty dollars; or 
(b) The item was part of the initial stock of the facility. 
(3) Dollar limits in  this section may be adjusted for 

economic trends and conditions by the department as 
established by rule and regulation.(1983 1st exs .  c 67 4 
16; 1980 c 177 31.1 

74.46.320 Depreciationexpense.Depreciation 
expense on depreciable assets which are required i n  the 
regular course of providing patient care will be an allowable 
cost. Itshall be computed using the depreciation base, lives, 
and methods specified in this chapter. [I980 c 177 4 32.1 

74.46330 Depreciable assets. Tangible assets of the 
following types in which a contractor has an interest through 
ownership or leasing are subject to depreciation: 

(1) Building - the basic structure or shell and additions 
thereto; 

( 2 )  Building fixed equipment - attachments to buildings, 
including, but not limited to, wiring, electrical fixtures, 
plumbing. elevators, heating system, and air conditioning 
system. The general characteristics of this equipment are: 

(a) Affixed to the building and not subject to transfer; 
-.d & 

(b) A fairly long life, but shorter than the life of the 
,ding to which affixed; 

(3) Major movable equipment including, but not limited 
to, beds,wheelchairs,desks,andx-raymachines.The 
general characteristics of this equipment are:-
title 74 RCW-page lZr1 

-
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(a) A relatively fixed location i n  the building; 
( b )  Capable of  being moved 3 3  distinguished from 

building equipment; 
(c) A uni t  cost sufficient to justify ledger control; 
(d) Sufficient size and identity to make control feasible 

b) 	means of identification tags; and 
(e) A minimum life greater than one year; 
(4)>tinor equipment including. bur not limited to. waste 

baskets, bed pans, syringes. catheters. silverware, mops. and 
bucketswhichareproperlycapitalized. NO depreciation '. 
shall be taken on items which are not properly capitalized as 
directed in RCW74.46.310. The general characteristics of 
minor equipment are: 

(a) In general, no fixed location and subject to use by 
various departments; 

(b) Small in size and u n i t  cost; 
(c) Subject to inventory control: 
(d) Large number in use; and 
(e) Generally. a useful life of one to three years; 
( 5 )  Land improvements including. but not limitedto, 

paving. tunnels, underpasses, on-site sewer and water lines. 
parking lots, shrubbery. fences. and walls where replacement 
is the responsibility of the contractor; and 

(6) Leasehold improvements - betterments and additions 
made by the lessee to the leased properly, which become the 
propat); of the lessor after the expiration of the lease. [1980 
c 177 Q 33.1 

7.1.46.310 L a n d ,  improvements-depreciation
Land is not depreciable. n e  cost of land includes but is not 
limited to, off-site sewer and water lines, public utility 
charges necessary to service the land. governmental assess­
ments for street paving and sewers. the cost of permanent 
roadways and grading of a nondepreciable nature, and the 
cost of curbs and sidewalks, replacement of which is not the 
responsibility of the contractor. [1980 C 177 3 34.1 

.* 

74.16.350 Methods of depreciation. (1) Buildings, 
land improvements. and fixed equipment shall be depreciated 
using the straight-line method of depreciation. Major-minor 
equipment shall be depreciated using either the straight-line 
method, the sum-of-the-years' digits method, or declining' 
balance method not to exceed one hundred fifty percent of 
the straight line rate. contractors who have elected to take 
either the sum-of-the-years' digits method or the declining 
balance method of depreciation on major-minor equipment 
may change to the straight-line method without permission 
of the department. 

( 2 )  The annual provision for depreciation shall be 
reduced by the portion allocable to use of the asset for 
purposes which are neither necessary nor related to patient 
care. 

(3) No further depreciation shall be claimed after an 
asset has been fully depreciated unless a new depreciation 
base is established pursuant to RCW 74.46.360. [1980 c 177 
Q 35.1 


71.46.360 Cost basis of land and depreciation base 
of depreciable assets.  (1) For all partial or whole rate 
periods after December 3 1. 1984, the cost basis of land and 
depreciation base of depreciable assets shall be the historical 

..-- . -.. 



and  

supplement 2 to attachment 2.19-D.Parr I, Page / 0 

nursing Home AuditingCost Act of 1980 74.46.360Reimbursement 

cost of h e  contractor or lessor. when the assets are leased by 
the contractor i n  acquiringtheasset i n  an arm's-length 
transaction and preparing i t  for use. less goodwill, and less 
accumulated depreciation. i f  applicable. which has been 
incurred d u r i n g  periods that the assets have been used in or 
as a facility by a n y  contractor, such accumulated deprecia­
tion to be measured in  accordance with subsections (2). (3), 
and (4)  of this section and RCW 73.46.350 and 74.46.370. 
If the department challenges the historical Cost of an asset. 
or i f  the contractor cannot or will not provide the historical 
costs, the department will have the department of general 
administration through an appraisal procedure. determine the 
fair market value of the assets at the time of purchase. The 
cost basis of land and depreciation base of depreciable assets 
will not exceed such fair market value. 

( 2 )  The historical Costof depreciable and nondepreciable 
donated assets or of depreciable and nondepreciable assets 
received through testate or intestate distribution, shall be the 
lesser of: 

(a) Fair market value at the date of donation or death; 
or 

(b) The historical cost base of the owner last contracting 
with the department if any. 

(3) Estimated salvage value of acquired, donated, or 
inherited assets shall & deducted from historical cost where 
the straight-line or sum-of-the-years' digits method of 
depreciation is used. 

(3)(a) \\.here land or depreciable assets are acquired that 
were used i n  the medical care program subsequent to 
January 1, 1980, the cost basis or depreciation base of the 
assets will not exceed the net book value which did exist or 
would have existed, had the assets continued in use under the 
previous contract with the department; except that deprecia­
tion shall not be assumed to accumulate during periods when 
the assets were not i n  use in or as a facility. 

(b) The provisions of (a) of this subsection shall not 
apply to the most recent arm's-length acquisition if it occurs 
at least ten years after the ownership of the assets has been 
previously transferred i n  an arm's-length transaction nor to 
the first arm's-length acquisition that occurs after January 1. 
1980. for facilities participating in  the medical care program 
prior to January I .  1980. The new cost basis or depreciation 
base for such acquisitions shall not exceed the fair market 
value of the assets as determined by the department of 
generaladministrationthrough an appraisalprocedure. A 
determination by the department of general administration of 
fair market value shall be final unless the procedure used to 
make such determination is shown to be arbitrary and capri­
cious. For all partial or whole rateperiodsafterJuly 17, 
1983, this subsection is inoperative for a n y  transfer of 
ownership of any asset, depreciable or nondepreciable, 
accurring on or after July 18, 1984$ leaving (a) of this 
subsection to applyalone to suchtransfers: PROVIDED, 
however That this subsection shall apply to transfers of 
ownership of assets occurring prior to January I .  1985, if the 
costs of  such assets have never been reimbursed under 
medicaid cost reimbursement on an owner-operated basis or 
as arelated-partylease: PROVIDED FURTHER, That for 
any contractor that can document in writing an enforceable 
agreement for the purchase of a nursing home dated prior to 
July I S .  1994. and submitted to the department prior to 
J a n u a r y  1 .  19SS.  thecost basis of allowable land and the 

depreciation base of the nursing home. for rates established 
after July 18. 1984, shall not exceed the fair market value of 
the assets at the date of purchase as determined b y  the 
department of general administration through an appraisal 
procedure. Formedicaidcost reimbursement purposes, an 
agreement to purchase a nursing home datedprior to July 
18. 19S4, is enforceable. even though such agreement 
contains no legaldescription of thereal property involved, 
notwithstanding the statute of frauds or any other provision 
of law. 

(c) In the case of land or depreciable assets leased by 
the same contractor since January I ,  1980, i n  an arm's­
length lease, and purchased by the Iessee/contractor, the 
lesseelcontractor shall have the option: 

( i )  To have the provisions of subsection (b) of this 
section apply to the purchase: or 

(ii) To have the reimbursement for property and return 
on investment continue to be calculated pursuant to the 
provisions conmined in RCW 73.46.530( 1) (e) and (0 based 
upon the provisions of the lease in existence on the date of 
the purchase, but only if the purchase date meets one of the 
following criteria: 

(A) The purchase date is after the lessor has declared 
bankruptcy or has defaulted i n  any  loan or mortgage held 
against the leased property; 

(B) The purchase date is within one year of the lease 
expiration or renewal date contained in the lease; 

(C) The purchase date is after a rate setting for the 
facility in which the reimbursement rate set pursuant to this 
chapter no longer is equal to or greater than the actual cost 
of the lease; or 

, ( D )  The  pu rchase  da t e  i s  w i t h i n  one year of any 
purchase option in existence on january 1, 1988. 

(d) For all rate periods past or future where land or 
depreciable assets are acquired from a related organization, 
the contractor's cost basis and depreciation base shall not 
exceed the base the related organization had or would have 
had under a contract with the department. 

(e) Where the land or depreciable asset is a donation or 
distribution between related organizations, the cost basis or 
depreciation base shall be the lesser of (i) fair market value. 
less salvage value, or (ii) the cost basis or depreciation base 
the related organization had or would have had for the asset 
under a contract with the department. [I991 sp.s. C 8 3 18; 
1989 C 372 9 14. Prior: 1988 c 27-1 4 I ;  1988 C 208 9 I ;  
1986 c 175 9 1; 1980 c 177 5 36.) 

Effective date-1991 sps. c 8 :  Sec note following R C W  18 51.050. 
Effective dates-1980 c 177: Sec RCW 74.36.901. 

74.46.370 Lives of assets. (1)  Except for new build­
ings, the contractor shall use lives which reflect the estimat­
ed actual useful life of the asset and which shall be no 
shorter than guideline lives as established by the department. 
The shortest life which may be used for new buildings is 
thirty years. Lives shall be measured from the date on 
which the assets were first used i n  the medical care program 
or from the date of the most recent arm's-length acquisition 
of the asset. whichever is more recent. In cases where RCW 
74.46.360(4)(3) does apply. the shortest life that may be used 
for buildings is the remaining useful life under the prior 


